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MESSAGE FROM THE DEPUTY SECRETARY

As the Deputy Secretary and Chief Operating Officer for the U. S. Department of
Housing and Urban Development, I am pleased to present the Department’s Fiscal Year
(FY) 2003 Annual Performance Plan (APP). This APP, which was prepared in
accordance with the Government Performance and Results Act and Office of
Management and Budget guidance, serves as the roadmap for HUD’s initiatives and
priorities during the upcoming fiscal year.

President Bush, Secretary Martinez and I are proud of what HUD plans to
accomplish in FY 2003. Helping more Americans reach the dream of homeownership,
ensuring affordable housing opportunities, strengthening and renewing our communities,
and offering a compassionate hand to those in need are the principles that guide our daily
work.

HUD’s FY 2003 APP includes an “interim” adjustment to the Department’s
Strategic Plan framework — to provide an even tighter alignment of our policy priorities,
budgetary resources, program delivery structure and performance goals — in furtherance
of our housing and community development mission. During the spring and fall of this
year, we will consult with the Congress, HUD’s partners, and other stakeholders, for the
purpose of formally revising and issuing a new Strategic Plan in conjunction with the
submission of the FY 2004 Budget.

We also strongly embrace the President’s Management Agenda. This APP
reflects HUD’s significant progress in responding to the major management and
performance challenges facing the Department, by providing a needed focus on the
strategic management of human capital, improved financial performance, expanded
electronic government, and increased budget and performance integration.

Working together with the President, Congress and our many program partners —
including State and local governments and for-profit and non-profit organizations — HUD
looks forward to improved performance results in FY 2003 and beyond.

Alphonso Jackson
Deputy Secretary
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Organization of this document

Interim Adjustment. Following this introduction is an Interim Adjustment to HUD’s FY
2000-2006 Strategic Plan. This adjustment outlines the eight strategic goals and 20
strategic objectives that HUD is establishing to guide performance in FY 2003. This
interim framework informs and lends structure to the performance indicators, targets and
discussions in this APP.

Goals, objectives and performance measures. The main body of the Annual
Performance Plan comprises separate sections that address each of the Department’s
eight goals. These sections describe how the goals relate to the Department’s overall
mission. The budget resources and staff resources that will be devoted to achieving each
strategic goal during FY 2003 are also shown.

For each goal, the strategic objectives that must be achieved to realize it are explained in
detail in separate subsections. Each subsection includes performance indicators and
associated performance goals that will be used to assess results and progress toward the
Objectives.

The discussion of each Strategic Objective is organized as follows:

® Overview of the Objective’s relationship to the Strategic Goal and of HUD’s
programmatic contribution to the objective.

® Means and strategies that HUD employs to achieve the Objective, including the
programs and policies that support it.

e FExternal factors likely to affect the achievement of performance goals.
® Coordination with other Federal agencies.

e A table of performance indicators and performance goals that will be used to measure
progress.

® Detailed discussion of each performance indicator including background information,
the source of data, past performance, targets set for FY 2003,' a summary of data
validation and verification issues, and actions being taken to improve data quality.

FY 2002 revisions. This year the APP also incorporates “Revisions to the FY 2002
Annual Performance Plan” as Appendix A. These revisions consist of modifications to
FY 2002 performance goals to reflect final appropriations, significant external factors, or
unique circumstances that have arisen since the FY 2002 APP was submitted to Congress
in May 2001.

! Unless otherwise noted, all targets identified in the detailed discussions of performance indicators are for
progress to be achieved by the end of FY 2003. Exceptions typically occur when the data do not
specifically cover the fiscal year performance period or are not available to report on a fiscal year in timely
fashion.




Helpful appendices. Appendix B consists of several features that will help orient the
reader. The strategic goals, objectives and performance indicators are listed sequentially
to provide an overview of how HUD is measuring performance toward our goals. Brief
descriptions of HUD programs follow as a handy reference. An index is included to
allow readers to locate discussions of specific programs, issues or organizations—
internal or external.

This Annual Performance Plan is intended to provide a useful overview of how HUD is
delivering its programs and accounting for the dollars entrusted to us by taxpayers. The
format of the APP is designed to provide a broad overview of Departmental policies and
programs while supplying sufficient detail to accurately track progress within the
Department’s areas of responsibility.







Interim Adjustment

INTERIM ADJUSTMENT
TO HUD’S FY 2000-2006 STRATEGIC PLAN

In accordance with OMB Circular A-11, the Department of Housing and Urban
Development has prepared this interim adjustment to its FY 2000-2006 Strategic Plan.
This adjustment updates the existing Strategic Plan framework to reflect HUD’s current
policy priorities.

This interim adjustment to the Strategic Plan will form the basis for consultations with
Congress and other HUD stakeholders in the coming months as HUD develops a fully
revised Strategic Plan. HUD looks forward to receiving feedback on this interim
adjustment that can be incorporated into the new Strategic Plan.

HUD’s Mission

The new Strategic Plan framework maintains the current mission statement and
summarizes HUD’s mission as follows:

Promote adequate and affordable housing, economic opportunity, and a suitable
living environment free from discrimination.

This mission statement focuses on HUD’s core statutory mission.

Eight Strategic Goals

An outline of HUD’s new Strategic Plan framework is provided in the table on the
opposite page. As indicated in that table, the new framework has the following eight
Strategic Goals:

1. Make the home-buying process less 5. Effectively address the challenge of
complicated, the paperwork less homelessness.

demanding and the mortgage process

less expensive.

2. Help families move from rental 6. Embrace high standards of ethics,
housing to homeownership. management and accountability.

3. Improve the quality of public and 7. Ensure equal opportunity and access
assisted housing and provide more to housing.

choices for its residents.

4. Strengthen and expand faith-based 8. Support community and economic
and community partnerships that development efforts.

enhance communities.
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In contrast with the prior Strategic Plan framework, the new framework:

e Emphasizes HUD’s role in helping to expand the homeownership opportunities of
minorities and persons with disabilities;

e Adds a new Strategic Goal related to simplifying the homebuying process and
countering predatory lending;

e Focuses on helping families in public and assisted housing make progress towards
self-sufficiency and become homeowners;

e Adds a new Strategic Goal related to strengthening and expanding faith-based and
community partnerships;

e Adds a new Strategic Goal for homelessness, with an emphasis on ending chronic
homelessness;

e Emphasizes the importance of maintaining high standards of ethics and
accountability.

Descriptions of the new Strategic Goals are provided below.

Strategic Goal 1: Make the home-buying process less complicated, the
paperwork less demanding and the mortgage process less expensive.

This is a new Strategic Goal that will help to focus the Department’s work with regards
to the Real Estate Settlement Procedures Act and countering predatory lending. HUD’s
activities under this Strategic Goal will help to make homeownership more accessible
and less expensive for millions of families and help protect them from predatory lending.

Objective 1.1: Reform Real Estate Settlements Procedures Act (RESPA)
rules.

RESPA is a consumer protection statute, first passed in 1974, intended to help consumers
become better shoppers for settlement services and to eliminate kickbacks and referral
fees that unnecessarily increase the costs of certain settlement services.

Although HUD has issued rules implementing RESPA, there continues to be confusion
regarding the nature and extent of settlement costs. As Secretary Martinez has stated:

At closing, too many American families sit down at the settlement table and
discover unexpected fees that can add thousands of dollars to the cost of their
loan.... They are not told who is getting their money, or what services they are
receiving in return. Because this is thrust upon the buyers at the last moment, they
have no opportunity to determine whether these extra costs are at all reasonable.

To empower homebuyers to shop for the best mortgage and make the best decision for
their families, HUD plans to modify the RESPA rules to require full, upfront disclosure
of all costs associated with obtaining a home loan in understandable terms prior to the
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payment of non-refundable fees. HUD also plans to clarify the policies regarding yield
spread premiums and certain mark-up fees and to expand RESPA enforcement efforts.

By ensuring that customers have the information necessary to conduct a meaningful
comparison of competing mortgage products and are not charged unreasonable or
excessive fees, HUD’s activities under this Objective will help to simplify the mortgage
process and reduce homeownership costs for millions of households.

Objective 1.2: Eliminate practices that permit predatory lending.

Recognizing the harm to low-income families and neighborhoods that flows from
predatory lending practices, HUD’s revised Strategic Plan framework includes a new
Strategic Objective specifically devoted to eliminating the practices that permit predatory
lending. Predatory lending, whether undertaken by creditors, brokers, or even home
improvement contractors, involves engaging in deception or fraud, manipulating the
borrower through aggressive sales tactics, or taking unfair advantage of a borrower’s lack
of understanding about loan terms.

HUD is taking a number of steps to eliminate the practices that permit predatory lending.
These include: strengthening Federal Housing Administration (FHA) loan endorsement
policies and procedures; enhancing FHA’s ability to identify and discipline perpetrators
of fraud and predatory lending practices; prohibiting certain practices within specific “hot
zones” of potential predatory lending activity; and stepped up enforcement of RESPA.

Strategic Goal 2: Help families move from rental housing to
homeownership.

HUD’s second Strategic Goal focuses on HUD’s activities to expand homeownership
opportunities for minorities, persons with disabilities, and other Americans, and to help
families that rent afford the costs of rental housing. Helping families find affordable
housing is an important part of HUD’s core mission.

Objective 2.1: Expand national homeownership opportunities.

Homeownership plays a vital role in creating strong communities by giving families a
stake in their neighborhoods and helping them to build wealth. Although a period of
sustained economic growth has helped to raise the overall homeownership rate to a
record level, the homeownership rates of minorities and low-income families lag far
behind those of other families.

HUD plans to work aggressively to help more families know the joy, the financial
security, and the sense of community that comes with owning their own home. Many of
HUD’s core programs, including FHA mortgage insurance, the HOME Investment
Partnerships Program, and the Community Development Block Grant (CDBG) program,
help low-income families to achieve the goal of homeownership. HUD also works to
expand homeownership opportunities through the efforts of Ginnie Mae, programs for
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Native American Communities, the Self-Help Opportunities Program (SHOP), Housing
Counseling and oversight of the Government-Sponsored Enterprises (GSEs) — Fannie
Mae and Freddie Mac.

In addition to continuing to fund and improve these programs, the Administration plans
to expand its efforts to promote homeownership by expanding funding for the American
Dream Downpayment Fund, SHOP, and Housing Counseling; by enacting a tax credit for
developers of affordable single-family housing; and by expanding participation in the
Section 8 Homeownership program.

Objective 2.2: Expand homeownership opportunities for minorities and
persons with disabilities.

HUD programs play a particularly important role in expanding homeownership
opportunities for minorities and persons with disabilities. While the minority
homeownership rate has increased in recent years, it remains far below that of non-
minorities. As of the third quarter of 2001, the minority homeownership rate was 49.2
percent, some 25.4 percentage points below the 74.6 percent homeownership rate of non-
minority households. HUD is committed to helping close this gap.

Among the HUD policies that help to expand homeownership opportunities for
minorities and persons with disabilities are FHA insurance, the American Dream
Downpayment Fund, Housing Counseling, Section 8 homeownership, Fair Housing
enforcement, and HUD’s activities to eliminate the practices that permit predatory
lending. The tax credit for developers of affordable single-family housing will also play
an important role in expanding homeownership opportunities for minorities in low-
income communities.

Objective 2.3: Increase the availability of affordable rental housing.

While seeking to expand homeownership opportunities, HUD recognizes that
homeownership may not be practical for all families, especially those with limited or
unstable incomes. To help low-income families afford the high costs of rental housing,
HUD provides rental assistance to more than four million households through its public
and assisted housing programs.

A number of HUD’s programs and initiatives help to increase the availability of
affordable rental housing. These include incremental housing vouchers, the HOME
Investment Partnerships program, the Supportive Housing for the Elderly (Section 202)
program, the Supportive Housing for the Disabled (Section 811) program, the Housing
Opportunities for Persons With AIDS program, the Native American Housing Block
Grant program, the Community Development Block Grant program, and FHA
multifamily insurance. Within the constraints of its budget, HUD seeks to provide
affordable housing opportunities to as many families as possible.
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Strategic Goal 3: Improve the quality of public and assisted housing and
provide more choices for its residents.

HUD?’s goals for its public and assisted housing programs go beyond simply providing
affordable housing. HUD also strives to improve the quality of the housing opportunities
provided to families in public and assisted housing. This Goal focuses on improving the
management accountability and physical conditions of public and assisted housing and
on maximizing the potential of these programs to help families make progress towards
self-sufficiency and become homeowners.

Objective 3.1: Help families in public and assisted housing make progress
towards self-sufficiency and become homeowners.

HUD plans to expand its efforts to help families in public and assisted housing make
progress towards self-sufficiency and become homeowners. These efforts serve four core
objectives:

® By helping to increase families’ earnings, they improve the quality of life for families
in subsidized housing;

® They help families in subsidized housing build enough assets and high enough
incomes to buy a home.

® By helping families in subsidized housing become homeowners or afford the costs of
unsubsidized rental housing, they free up space for other needy families; and

e They help to achieve a mix of incomes in public housing and project-based assisted
housing.

Objective 3.2: Improve the management accountability for public and
assisted housing.

The public and assisted housing programs have suffered from a number of serious
management weaknesses. These include underutilization of Section 8 vouchers; the
failure to accurately calculate tenant incomes and rents, leading to subsidy overpayments;
the failure to maintain subsidized developments in adequate condition; and, in extreme
cases, severe mismanagement or even fraud.

This Objective reflects HUD’s intent to better address these problems and improve the
management accountability of public and assisted housing.

Objective 3.3: Improve physical and related conditions in public and
assisted housing.

HUD is committed to improving the quality of HUD-assisted housing, with the goal of
ensuring that all subsidized families live in units that meet basic quality standards.
Among the key tools for achieving this Objective are the HOPE VI program, the Public
Housing Assessment System (PHAS) and the Section 8 Management Assessment System
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(SEMAP). HUD also plans to focus on helping PHAs address the backlog of capital
needs in public housing through a new tool designed to help PHAs obtain private
financing to modernize public housing developments.

Strategic Goal 4: Strengthen and expand faith-based and community
partnerships that enhance communities.

HUD has a long and rich history of cooperating with faith-based and community
organizations to address the needs of those Americans for whom homelessness, the lack
of affordable housing, and limited alternatives for special needs housing lead to despair
and hopelessness. Building on this history, HUD plans to strengthen and expand its
partnerships with faith-based and community groups to take further advantage of their
capacity to provide quality services to communities and families.

Objective 4.1: Ensure equal access to HUD resources for faith-based and
grassroots non-profits.

Although HUD enjoys a long history of partnering with faith- and community-based
groups, many have been at a disadvantage. Some have been required to strip themselves
of their religious identity and to separate their faith from their good works. In some
instances, other impediments have either prohibited or discouraged participation by faith-
based and community organizations. Additionally, some smaller grassroots and faith-
based institutions have lacked access to information, critical networking contacts, and
complete capacity to be successfully eligible to receive Federal funding.

HUD’s activities under this Objective will help to maximize full participation by faith-
based and community-based organizations. Led by HUD’s Center for Faith-Based and
Community Initiatives, the Department will reach out to groups, especially the smaller
grassroots organizations that tend to be excluded, and help them with educational
seminars, technical assistance and other services.

Objective 4.2: Improve HUD’s programs by increasing the involvement of
faith-based and community organizations.

Faith- and community-based organizations, large and small, can play a significant role in
helping HUD to achieve its core mission. Among other assets, many of these
organizations have a detailed knowledge of the needs of low-income communities and
the trust of low-income residents. By increasing the involvement of faith-based and
community organizations in HUD’s programs, HUD hopes to improve the quality of
services it provides.

10
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Strategic Goal 5: Effectively address the challenge of homelessness.

HUD is the primary agency responsible for providing housing and related resources to
prevent homelessness and help homeless families and individuals move to permanent
housing. HUD has a number of objectives with respect to its homelessness work,
including that of ending chronic homelessness in 10 years.

Objective 5.1: End chronic homelessness in ten years.

Chronic homelessness usually involves single adults who have severe disabilities and
have been homeless for several months or years. Identifying and serving chronically
homeless individuals is challenging because they often sleep on the streets or other places
not meant for habitation. Even when housing is available, their disabilities sometimes
make it difficult for them to remain in that housing for long periods unless they also have
supportive services such as counseling, case management, and regular health care.
Although there are no reliable counts, Congress has estimated that there are roughly
150,000 chronically homeless people in the U.S.

HUD has committed to ending chronic homelessness in 10 years. The primary tool for
achieving this goal will be to provide permanent supportive housing—housing combined
with services. In recent years, the Department has set aside at least 30 percent of
homeless funds for permanent housing. Homeless assistance providers combine HUD
funding with other resources to provide a full spectrum of housing and services.

Objective 5.2: Help homeless individuals and families move to permanent
housing.

While the chronically homeless are often the most visible of the homeless population,
there is a substantial and growing problem of families and individuals who have
experienced temporary crises and become homeless. The factors that lead to their
homelessness include an inability to afford the cost of housing, high unemployment and
low wages, and the presence of domestic violence, substance abuse, or health problems.
HUD will combine an array of resources and tools with a growing understanding of the
nature of the homeless problem to help homeless individuals and families move to
permanent housing.

Objective 5.3: Expand efforts to prevent households from becoming
homeless.

The best way to negate the effects of homelessness is to prevent it altogether. HUD’s
affordable housing programs are useful in keeping families from becoming homeless. In
addition, communities can use funding from a variety of HUD sources to provide
emergency rent or utilities payments to prevent eviction. The ultimate achievement of
this objective will require substantial cooperation across state and federal agencies to

11
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address the problems that cause families to fall through the cracks of the various
supportive services systems and become homeless.

Strategic Goal 6: Embrace high standards of ethics, management and
accountability.

In order to be effective in meeting HUD’s other Strategic Goals, it is essential that HUD
and HUD’s partners embrace high standards of ethics, management, and accountability.
The Secretary has established improved ethics and accountability of HUD staff and
HUD’s partners as “perhaps the most important” of HUD’s priorities. This Goal cuts
across all of HUD’s programs and applies to each HUD employee and to each
organization that partners with HUD to help HUD accomplish its mission.

Objective 6.1: Improve HUD’s management and internal controls, including
FHA financial management, and resolve audit issues.

As a large organization with multiple responsibilities, HUD must maintain strong internal
controls to ensure that it effectively meets its responsibilities. This involves actions as
diverse as monitoring the soundness of FHA’s Mutual Mortgage Insurance Fund,
improving the quality of HUD’s financial management systems, and developing a plan
for effectively allocating staff resources. This Objective articulates the Department’s
continued long-term efforts to address its management challenges and to make HUD a
high-performing agency. The findings of the General Accounting Office and HUD’s
Inspector General provide a roadmap for the management challenges HUD intends to
address under this Objective.

Objective 6.2: Improve accountability, service delivery and customer
service of HUD and our partners.

In addition to improving its internal controls, HUD plans to focus on efforts to improve
the accountability of programs and partners and to improve the overall quality of program
service delivery and customer service. Among other activities that support this Objective
are the devolution of greater responsibility to HUD’s field offices, the use of
Management Plans to operationalize the goals in the Annual Performance Plans, and a
strong research program focused on program evaluations designed to assess the
effectiveness of HUD programs and develop recommendations for program
improvements. Progress in meeting this objective will be measured through periodic
surveys of HUD’s customers and monitoring of the level of compliance with certain
program requirements.

12
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Strategic Goal 7: Ensure equal opportunity and access to housing.

HUD’s core mission has always been to help families find affordable and decent housing.
This mission will be fulfilled when all Americans are given an equal opportunity to buy
or rent housing that matches their individual needs. Unfortunately, instances of
discrimination against minorities, architectural barriers to persons with disabilities and a
lack of housing options for the elderly have all combined to exclude some Americans
from enjoying the fruits of America’s prosperity.

HUD is committed to ending the practice of discrimination through enforcement of fair
housing laws as well as through educating lenders, landlords and tenants in complying
with the laws.

Objective 7.1: Reduce housing discrimination.

The Department has two primary grant programs that help to reduce the incidence of
housing discrimination, the Fair Housing Assistance Program (FHAP) and the Fair
Housing Initiatives Program (FHIP). FHAP provides grants to State and local agencies
to enforce laws that are substantially equivalent to the federal Fair Housing Act. FHIP
provides funds to public and private fair housing groups, as well as to State and local
agencies that educate the public and housing industry about fair housing laws; investigate
allegations of discrimination, and help combat predatory lending practices.

In addition, the Department devotes substantial staff resources to direct enforcement of
the Fair Housing Act.

Objective 7.2: Improve the accessibility of housing to persons with
disabilities.

The Department has a series of programs that help to improve the accessibility of housing
to persons with disabilities. These include the Section 811 program, the Housing
Opportunities for People With AIDS (HOPWA) program, the pilot Section 8
Homeownership Assistance for Disabled Families program, as well as Fair Housing
enforcement activities. HUD also engages in educational efforts to help acquaint the
public and building community with the rules regarding accessibility.

Objective 7.3: Improve housing options for the elderly.

This new strategic Objective reflects the Department’s continued emphasis on the needs
of the growing population of elderly Americans and a clear commitment to support their
ability to live independently. Through funding for the Section 202 program, assisted
living conversions, and service coordinators to help the elderly in assisted housing
remain independent, the Department helps to improve the housing options for the elderly.

13



FY 2003 Annual Performance Plan

Strategic Goal 8: Support community and economic development
efforts.

HUD funds a variety of programs that help to support the community and economic
development efforts of state and local communities. The largest of these programs is the
Community Development Block Grant program. Other programs include Section 108
loan guarantees, the Brownfields Economic Development Initiative, the Lead-Based
Paint Hazard Reduction and the Healthy Homes Program, HOPE VI, the University
Partnership Programs, the Indian Community Block Grant and the Native eDGE
programs, and Renewal Communities, Empowerment Zones and Enterprise
Communities.

Objective 8.1: Provide capital to create and retain jobs and improve
economic conditions in distressed communities.

One key objective of HUD’s community and economic development programs is to help
improve economic conditions in distressed communities. Economic development is one
category of eligible activities under the CDBG program and the primary activity of the
Section 108 loan guarantee program. The Renewal Communities, Empowerment Zones,
and Enterprise Communities programs are likewise designed to help improve economic
conditions within distressed communities. The Department is also proposing the
Colonias Gateway Initiative (CGI), a regional initiative focusing on the rural
communities and neighborhoods located along the 1,500-mile stretch of border in the
southwestern U.S. Decisions on how to spend or target these resources are made by local
communities with the input of local citizens.

One area of focus for the Department is on efforts to expand the range of institutions
participating in community and economic development activities. Through the
University Programs, HUD has begun to engage colleges and Universities in active
community development collaborations with local communities. Through Native eDGE,
HUD provides a clearinghouse to help Native American groups identify economic
development resources and collaborate on projects. HUD’s Center for Faith-Based and
Community Initiatives will likewise help to expand participation in community and
economic development activities to include more faith-based and grassroots nonprofits,
who can bring new assets to bear to help strengthen communities.

Objective 8.2: Help communities more readily access revitalization
resources to become more livable.

Many communities use HUD resources for projects designed to improve livability. For
example, CDBG funds are often used for physical development projects, such as roads,
sewers, and other infrastructure investments. CDBG funds are also used to develop
community centers, parks and other assets that help to strengthen and revitalize
communities. Yet another use of the flexible CDBG block grant is for education, job-
training, and other services that help to strengthen the workforce. Other programs, such

14
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as Youthbuild and Neighborhood Networks, help to strengthen communities through
investments in the people who live there.

One way in which HUD contributes to local efforts to improve the livability of cities is
through the Brownfields Economic Development Initiative (BEDI). The Administration
has made a major commitment to helping to clean up brownfields nationwide. HUD’s
BEDI program contributes to these efforts by providing local communities with funds to
help develop the areas that have been cleaned up and restored to productive use. The
HOPE VI program also contributes to local revitalization efforts by funding the
demolition and revitalization of distressed public housing. HOPE VI developments can
become anchors for neighborhood revitalization and turnaround.
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STRATEGIC FRAMEWORK

HUD’s Mission: Promote adequate and affordable housing, economic opportunity
and a suitable living environment free from discrimination.

Strategic Goal 1 Strategic Goal 2 Strategic Goal 3 Strategic Goal 4  Strategic Goal 5  Strategic Goal 6  Strategic Goal 7  Strategic Goal 8
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Strategic Goal 1

GoAL 1:
MAKE THE HOMEBUYING PROCESS LESS COMPLICATED,
THE PAPERWORK LESS DEMANDING AND THE
MORTGAGE PROCESS LESS EXPENSIVE

Strategic Objectives:
1.1 Reform Real Estate Settlements Procedures Act (RESPA) rules.

1.2 Eliminate practices that permit predatory lending.

The homebuying process is one of the largest and most complicated credit transactions an
American family is likely to enter into. As such, it is also one fraught with opportunities
for homebuyer misinformation. The volume of paperwork required to complete the
process make it no less exasperating. However, owning one’s home is still identified as
the American dream—and that dream should not be deferred because the homebuying
process is prohibitive in its implementation.

American families should not have to pay charges for mortgage services not received or
premiums that solely add profit to the mortgagees’ bottom line. In response to these
concerns, HUD is increasing its funding of enforcement activities to ensure that
consumers are not being charged for services that were not rendered or for kickbacks.

HUD is dedicating additional resources to support enforcement of the Real Estate
Settlement Procedures Act (RESPA) through the acquisition of contract resources to
investigate RESPA complaints and additional personnel to handle cases. The
Department also will enhance RESPA enforcement coordination between itself and the
major banking regulators—the Federal Deposit Insurance Corporation (FDIC),
Comptroller of the Currency (OCC), National Credit Union Administration (NCUA),
Office of Thrift Supervision (OTS) and the Federal Reserve (FED).

The Department will also address another outgrowth of the complex homebuying process
— predatory lending practices. These practices, while not clearly defined by state or
federal regulatory authorities, involve engaging in deception or fraud, manipulating the
borrower through aggressive sales tactics, or taking unfair advantage of a borrower’s lack
of understanding about loan terms. There is increased evidence that families are falling
victim to predatory lending. There also has been a dramatic increase in “subprime”
lending during the past decade, where studies have shown more abusive practices exist.

In 2000, HUD and the Department of Treasury formed a joint task force to define the
problem and identify solutions. As a result, FHA implemented a predatory lending pilot,
which was designed to provide relief to borrowers already in distress and to strengthen
FHA endorsement and fraud detection procedures to prevent these practices from
occurring.
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Resources Supporting Strategic Goal 1: Make the homebuying process less
complicated, the paperwork less demanding and the mortgage process less

expensive.
Budget Authority (BA) and Staffing Levels (BA is $ in thousands)
Budget Authority Headquarters (HQ) and Field (F) Staff
Program FY 2001 FY 2002 FY 2003 FY 2001 FY 2002 FY 2003
HQ F HQ F HQ F
Office of Housing
FHA-MMI/CHMI $22,200 $22,300 $19,500 44 0 45 0 45
FHA GI/SRI 1,900 1,400 1,300
Interstate Land Sales 0 0 0 13 0 23 0 23 0
Total 24,100 23,700 20,800 13 49 23 50 23 50

Objective 1.1: Reform Real Estate Settlement Procedures Act
(RESPA) rules.

Overview

The Real Estate Settlement Procedures Act (RESPA) is the Federal law that regulates
most real estate transactions in which a mortgage loan is involved. The acquisition of a
mortgage loan to purchase a home is usually the largest single credit transaction in which
most households will be involved. Unfortunately, many households have difficulties
managing the loan search process because of the complexity of the transaction and its
infrequent occurrence for each household. As a result, these would-be homebuyers are
often charged unnecessarily high settlement charges caused by abusive practices. The
most frequent category of inappropriate charges are prohibited fees often hidden by the
real estate professionals by not making a full disclosure of the true costs. Congress felt
consumers needed protection from these unfair practices and enacted RESPA.

RESPA requires that borrowers receive disclosures at various times during the loan
process. These disclosures spell out the costs associated with settlement, outline lender
servicing and escrow account practices, and describe the relationships between settlement
service providers. Nonetheless, homebuyers are finding themselves paying illegal

mortgage fees.

The Department, therefore, is undertaking efforts to reform and simplify the homebuying
process. HUD expects to accomplish this objective by issuing a rule requiring full,
upfront disclosure and explanation of all fees that buyers pay at settlement, issuing policy
statements to clarify and provide guidance on home buying fees, and dedicating
additional resources to the enforcement of RESPA rules.
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Means and strategies

HUD will issue new RESPA regulations to reform the mortgage disclosure process.
Additionally, while reforming the rules governing settlement disclosure and simplifying
the settlement process for the homebuyer, the Department also will increase its
monitoring of RESPA to stop illegal referral fees and unearned fees that ultimately raise
the price that uninformed homebuyers pay for their homes. During FY 2003:

e HUD will hire additional staff for the Office of Consumer and Regulatory Affairs to
develop policy and monitor and enforce RESPA rules.

e The Department will develop regulations to clarify settlement disclosure and the
Good Faith Estimate.

External factors

The homebuying process requires a number of disclosures at settlement, but most of them
are not covered by RESPA. The majority of settlement disclosures, certifications,
affidavits, etc. are controlled by various agencies and organizations outside of the
Department, including: the Internal Revenue Service, entities of state and local
governments, and mortgage lenders. As a result, the reform of RESPA rules requires
coordination with these organizations.

Coordination with other Federal agencies

The Department will enhance RESPA enforcement coordination between itself and the
major banking regulators including FDIC, Comptroller of the Currency, NCUA, OTS
and the Federal Reserve Board.

Performance goals

The following crosswalk summarizes the performance indicators, including measures of
outcomes and program outputs, that will be used to gauge performance during FY 2003.
A detailed discussion of each indicator follows the crosswalk.

FY 2003 Performance Goals
Objective 1.1: Reform Real Estate Settlement Procedures Act (RESPA) rules.

1.1.1: The Department will implement regulations to simplify disclosure of settlement
charges, and thus allow consumers to shop effectively for mortgage loans.

1.1.2: Average closing costs for FHA loans goes down from FY 2001 — FY 2006.

Performance goals are for FY 2003 unless otherwise noted.
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1.1.1: The Department will implement regulations to simplify disclosure
of settlement charges, and thus allow consumers to shop effectively for
mortgage loans.

Indicator background and context. Buying a home is often the most expensive
transaction a consumer will enter into, and the current disclosure requirements under the
Real Estate Settlement Procedures Act may not provide information to consumers early
enough in the settlement process to enable them to shop effectively and make meaningful
comparisons between loan products. These concerns are exacerbated by the fact that
home purchases are infrequent transactions, so consumers have little or no experience in
shopping and obtaining a loan with the lowest settlement costs.

The Good Faith Estimate required under RESPA is usually mailed too late in the
mortgage process for the consumer to compare settlement costs, because often the
consumer pays a nonrefundable fee at application. In addition, the Estimate is not
binding on the lender; actual closing costs may vary by any amount. Thus, the consumer
may be surprised at settlement with charges that are higher than previously disclosed, and
in some cases, not disclosed at all.

HUD’s Office of Consumer and Regulatory Affairs tracks consumer complaints about
fees charged at settlement. In approximately 15 percent of the complaints the Division
receives, consumers complain about fees they were charged at settlement, often stating
they were given a Good Faith Estimate of costs that underestimated the closing costs that
they were ultimately charged. Simplifying the required disclosure process will allow
consumers to compare settlement costs and as a result, the mortgage process should
become less expensive.

The FY 2003 performance goal is, by the end of FY 2003, to publish revised RESPA
regulations to simplify disclosure of settlement charges.

Data source. Publication in the Federal Register.

Limitations/advantages of the data. The Department has no statistical data on the
frequency and range of deviation of settlement costs from what was disclosed to
consumers on the Good Faith Estimate. In addition to complaints filed, the ILS/RESPA
Division has received complaints about higher settlement costs than initially disclosed
through phone calls and email that was not captured in the RESPA data. Therefore,
although this type of complaint should decrease, it will be difficult to measure savings to
consumers.

Validation, verification, improvement of measure.” The Division will compare the
percentage of complaints received during past two years regarding settlement costs, with
the percentage of complaints received in the fiscal year following implementation of the
new measures.

? The General Accounting Office states “Verification is the assessment of data completeness, accuracy, and
consistency, timeliness, and related quality control practices. Validation is the assessment of whether the
data are appropriate for the performance measure.” Another aspect of validity is the “appropriateness of
...performance measures in relation to...goals and objectives.” (“Performance Plans: Selected Approaches
for Verification and Validation of Agency Performance Information,” page 12, GAO/GGD-99-139.)

22



Strategic Goal 1

1.1.2: Average closing costs for FHA loans goes down from FY 2001 —
FY 2006.

Indicator background and context. The Department has a specific goal to reduce
closing costs to home purchasers nationwide through RESPA reform, thereby making
homeownership more affordable to all Americans. The Department currently is
undertaking a project to produce a closing cost database. The database will be comprised
of closing costs reported on HUD-1 forms from FHA loans. HUD-1 forms, which are
required by RESPA for all residential mortgages, list closing costs associated with loans,
title insurance, attorneys, settlement agents, taxes, escrow accounts, and other payments
in the transaction. This database will facilitate statistical analysis of closing costs. The
Department will replicate this study in five years (FY 2006). This indicator will track
changes in total closing costs for FHA loans. The Department’s goal is to significantly
reduce closing costs during this period, as a result of RESPA reform and increased
enforcement.

Data source. PD&R Closing Cost Study Database. Baseline data will be from FY 2001
data and available in FY 2002. This study will be replicated in FY 2006 to assess
changes in closing costs and determine if costs were reduced.

Limitations/advantages of the data. The Closing Cost Database uses a representative
sample of HUD-1 forms on 10,000 FHA loans. A limitation of this data is that it covers
only FHA loans; RESPA, however, applies to all home mortgage transactions. There are
a variety of classification errors that may make it difficult to compare costs of similar
services a borrower pays at closing, but this should not affect the total sum of closing
costs, which will be used for this measure.

Validation, verification, improvement of measure. Once the initial database is
complete, HUD’s Office of Policy Development and Research will review and analyze
for consistency and inputting errors.
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Objective 1.2: Eliminate practices that permit predatory
lending.

Overview

Although state and federal authorities regulate home mortgage lending, none of the
statutes and regulations governing mortgage transactions provides a formal definition of
predatory lending. Predatory lending, whether undertaken by creditors, brokers, or even
home improvement contractors, involves engaging in deception or fraud, manipulating
the borrower through aggressive sales tactics, or taking unfair advantage of a borrower’s
lack of understanding about loan terms.

Alerted to the growing problem of Predatory Lending, in early 2000 HUD joined forces
with the Department of Treasury to form a Joint Task Force on Predatory Lending. The
Task Force was made up of representatives of consumer, civil rights, community and
industry groups and state and local officials. In each of five public forums (held in
Atlanta, Baltimore, Chicago, Los Angeles and New York), the focus was on a different
aspect of predatory lending. From these public forums, HUD developed new strategies to
combat predatory lending. These measures included initiatives designed to: 1) strengthen
FHA loan endorsement policies and procedures; and 2) enhance FHA’s ability to identify
and discipline perpetrators of fraud and predatory lending practices.

FHA'’s predatory lending pilot was designed to address FHA’s overall goals of providing
relief to borrowers already in distress and strengthening FHA endorsement and fraud
detection procedures to prevent predatory practices from occurring in the first place.
HUD also designated certain zip codes within larger metropolitan areas as “hot zones.”
The hot zones were located in parts of metropolitan Atlanta, GA; Baltimore, MD,
Chicago, IL; Los Angeles, CA; and New York, NY.

These five hot zones represented areas where claim and default rates are higher than
average and where there was a possible incidence of predatory lending. In these hot
zones, various actions were undertaken to avoid foreclosure and to prevent other aspects
of predatory lending.

FHA is now building on the information obtained through the pilot to address additional
aspects of predatory lending.

Means and strategies

From lessons learned in the Predatory Lending Pilot and other ongoing work, FHA
completed (or is in the process of completing) the following national actions designed to
reduce the incidence of predatory lending.
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Published Predatory Lending Directives:

® Mortgagee Letter on August 7, 2000 that announced revised procedures for verifying
the transfer of gift funds from private individual donors to homebuyers, as well as the
required content of the gift letter itself.

® Proposed rule dated September 5, 2001 to prohibit property flipping in HUD’s Single
Family Mortgage Insurance Program.

® Proposed rule dated September 17, 2001 to establish regulatory placement and
removal procedures for HUD’s Nonprofit Organization Roster.

® Proposed rule dated October 24, 2001 to establish regulatory placement and removal
procedures for HUD’s list of qualified consultants under the Section 203(k)
Rehabilitation Loan Insurance Program.

® Proposed rule on November 30, 2001 to make several regulatory changes designed to
strengthen the licensing and certification requirements for placement on the FHA
Appraiser Roster.

Pre-Publication Predatory Lending Directives:
® Proposed rule to restrict loan fees and charges.
® Proposed rule to increase lender accountability for appraisals.

e Mortgagee Letter to provide due diligence guidelines to FHA servicers.

External factors

As stated previously, there is no official “definition” of predatory lending and thus it is
difficult to quantify the scope of the predatory lending practices, both market-wide and
specific to FHA.

The predatory lending problem in many situations has more to do with combinations of
adverse circumstances in communities. The regulatory changes and Mortgagee Letters
are designed to combat many aspects of Predatory Lending.

Coordination with other Federal agencies

HUD has worked with other Federal agencies such as the Department of Treasury in a
joint forum to address Predatory Lending. As needed, HUD will coordinate with other
Federal agencies in efforts to address predatory lending.

Performance goals

The following crosswalk summarizes the performance indicators, including measures of
outcomes and program outputs, that will be used to gauge performance during FY 2003.
A detailed discussion of each indicator follows the crosswalk.
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FY 2003 Performance Goals

Objective 1.2: Eliminate practices that permit predatory lending.

1.2.1: By the end of FY 2003, FHA will prevent the issuance of FHA mortgage
insurance on properties that have been transferred within six months.

1.2.2 : FHA will restrict excessive points and fees on FHA loans.

Performance goals are for FY 2003 unless otherwise noted.

1.2.1: By the end of FY 2003, FHA will prevent the issuance of FHA
mortgage insurance on properties that have been transferred within six
months.

Indicator background and context. The Department has published a proposed rule that
will address the predatory lending practice of property “flipping”—the practice, often
abetted by collusion with the appraiser, whereby a recently acquired property is resold for
a considerable profit at an artificially inflated value. Specifically, the proposed rule will
establish certain new requirements regarding the eligibility of properties for FHA
mortgage insurance. The proposed regulatory amendments include a requirement that
any property sold within six months after acquisition, with some exceptions, is not
eligible for FHA financing and that only those properties purchased from the owner of
record are eligible for FHA mortgage insurance. These proposed amendments will
protect FHA borrowers from becoming unwitting victims of property flipping. Further,
the proposed changes comply with Congressional mandates to maintain the FHA
insurance Fund in a sound actuarial manner.

FHA collects data on the mortgage transaction through the Computerized Homes
Underwriting Management System (CHUMS), accessed through the FHA Connection.
During FY 2003, FHA will modify CHUMS to perform an automated check to prevent
FHA insurance for any property being sold within six months after acquisition. For the
circumstances considered exceptions to the six-month rule, the Homeownership Center
will have to perform a manual override. FHA plans to begin systems development work
on this indicator within the second quarter of FY 2002.

Data source. Computerized Homes Underwriting Management System.

Limitations/advantages of the data. Reporting rates are 100 percent as the lender must
enter data about the mortgage transaction into the CHUMS. The new field to be
programmed into the CHUMS system will prevent FHA insurance on any property being
sold within six months after acquisition. A limitation is lender data input errors and/or
misrepresentation.

Validation, verification, improvement of measure. During the pre- and post-
endorsement reviews and the monitoring reviews, HUD will assure that properties
transferred within six months are not eligible for FHA insurance, unless one of the
exceptions is met. Any failure of the automated tool to perform in the function intended
will be noted and corrected.
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1.2.2 : FHA will restrict excessive points and fees on FHA loans.

Indicator background and context. The Department will issue a proposed rule that will
limit the fees that may be charged on FHA-insured single family mortgages. FHA
collects data on the mortgage transactions though the Computerized Homes Underwriting
Management System (CHUMS), accessed by lenders via the FHA Connection. In
general, any fees or charges exceeding 5 percent of the loan amount would make the loan
ineligible for FHA insurance. FHA’s goal for FY 2003 is to publish the final rule and
begin discussions with FHA’s data contractor to make modifications to CHUMS that will
prevent FHA insurance on loans with excessive fees and charges.

Data source. Publication of the final rule in the Federal Register will mark completion
of this milestone.

Limitations/advantages of the data. Reporting rates are 100 percent because lenders
must enter data about the mortgage transaction into the computer system. FHA will
mandate the new fields once the system is modified. The limitations to the data include
lender errors and or misrepresentation.

Validation, verification, improvement of measure. Following publication of the final
rule, FHA will work to modify the CHUMS to account for fees and charges exceeding 5
percent of the loan amount. The system will not allow FHA insurance on loans with
excessive fees and charges. The longer-term plan is for FHA to compare the results of
pre- and post- endorsement reviews and the monitoring reviews, to assure that the
automated tool is performing as intended. Any failure of the automated tool to perform in
the function intended will be noted and corrected.
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GOAL 2:
HELP FAMILIES MOVE FROM RENTAL HOUSING TO
HOMEOWNERSHIP

Strategic Objectives:

2.1 Expand national homeownership opportunities.

2.2 Expand homeownership opportunities for minorities and persons with
disabilities.

2.3 Increase the availability of affordable rental housing.

Helping American families find safe, decent housing in a suitable living environment has
been a central part of HUD’s statutory mission for decades. HUD plays a major role in
helping low- and moderate-income renter families become homeowners. HUD’s
activities are particularly important for expanding the homeownership opportunities of
minorities and persons with disabilities. Since homeownership is not practical for all
families, HUD also helps low-income families afford the costs of rental housing.

There are many advantages to homeownership. Homeownership helps families establish
strong roots, which in turn gives them incentives to build up and strengthen their
communities. Homeownership can also help families build assets and wealth. No Federal
agency does more than HUD, through the Federal Housing Administration (FHA), to
create homeownership opportunities. FHA provides mortgage insurance for over a
million households in an average year. FHA insurance allows private lenders to provide
loans at lower interest rates because their risk is minimized. Ginnie Mae,” a wholly
owned corporation within HUD, also expands affordable housing by helping create an
efficient secondary market for mortgage finance. Ginnie Mae links the capital markets
with Federal housing markets through an efficient government-guaranteed secondary
market vehicle. HUD also establishes performance goals for the government-sponsored
enterprises, Fannie Mae and Freddie Mac, to ensure that they fulfill the public-service
missions for which they were chartered.

A number of HUD’s grant programs also help thousands of families become homeowners
each year. HUD’s block grant programs, Community Development Block Grants, HOME
Investment Partnerships, and Native American Housing Block Grants provide
communities with flexible funding that can support homeownership needs. One new
initiative, the American Dream Downpayment Fund, will help people overcome the
single greatest hurdle to homeownership, accumulating a downpayment. The Self-Help
Homeownership Opportunities Program (SHOP) also helps hardworking families become
homeowners by working with non-profit organizations.

HUD plays a particularly important role with respect to expanding homeownership
opportunities for minorities and persons with disabilities. A much greater share of

? Ginnie Mae is the Government National Mortgage Association.
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minorities than non-minorities relies on FHA insurance to become homeowners. Other
HUD programs that help to expand homeownership opportunities for minorities and
persons with disabilities include the American Dream Downpayment Fund, Housing
Counseling, Section 8 homeownership, Fair Housing enforcement, and HUD’s activities
to eliminate the practices that permit predatory lending. The tax credit for developers of
affordable single-family housing will also play an important role in expanding
homeownership opportunities for minorities in low-income communities. Through these
and other efforts, HUD hopes to help narrow the gap between the homeownership rates
of minority and non-minority households.

While seeking to expand homeownership opportunities, HUD recognizes that
homeownership may not be practical for all families, especially those with limited or
unstable incomes. To help low-income families afford the high costs of rental housing,
HUD provides rental assistance to more than four million households through its public
and assisted housing programs.

A number of HUD’s programs and initiatives help to increase the number of families that
can afford the costs of rental housing. These include incremental housing vouchers, the
HOME Investment Partnerships program, the Supportive Housing for the Elderly
(Section 202) program, the Supportive Housing for the Disabled (Section 811) program,
the Housing Opportunities for Persons With AIDS program, the Native American
Housing Block Grant program, the Community Development Block Grant program, and
FHA multifamily insurance. Within the constraints of its budget, HUD seeks to provide
affordable housing opportunities to as many families as possible.

This strategic goal comprises a large share of the Department’s resources. An estimated
16 percent of HUD’s staff work on programs or portions of programs that promote
homeownership or rental housing. Roughly 16 percent of HUD’s budget resources can
be attributed to this goal. The budget resources shown for FHA in the following table do
not fully reflect the large Federal commitment for FHA programs, because there is a very
large volume of outstanding loans that represent Federal liabilities should mortgagers
default on their loans.
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Resources supporting Strategic Goal 2: Help Families Move from Rental Housing to

Homeownership

Budget Authority (BA) and Staffing Levels (BA is $ in thousands)

Budget Authority Headquarters (HQ) and Field (F)
Staff
Program FY 2001 FY 2002 FY2003 | FY 2001 FY 2002 FY 2003
HQ F HQ F HQ F
Office of Community
Planning & Development
Community Development $1,584,861 $2,170,000 $1,466,765 33 114 34 118 34 118
Block Grants Fund'
HOME 1,616,436 1,661,436 1,875,690 30 65 31 66 31 66
HOPWA 241,729 260,509 274,188 10 9 10 9 10 9
Rural Housing and Economic 24,945 25,000 0 2 1 2 2 1
Development
Office of Public & Indian
Housing
Indian Housing Loan 5,987 5,987 5,000 5 0 4 0 4 0
Guarantee Fund
Indian Housing Block Grants 648,570 648,570 646,600 20 134 26 134 26 134
Native Hawaiian Housing 0 0 10,000 0 0 3 0 3 0
Block Grants
Native Hawaiian Loan 0 1,000 1,000 0 0 1 0 1 0
Guarantee Fund (Section 184A)
Housing Certificate Fund? 736,551 785,018 909,341 13 8 14 8 14 8
Revitalization of Severely 143,434 143,434 143,500 14 26 15 29 15 29
Distressed Public Housing
Office of Housing
FHA-MMI/CHMI 311,800 315,800 276,900 101 519 112 527 112 527
FHA GI/SRI 224,700 169,200 152,200 40 554 46 562 46 562
Manufactured Home Inspection 5,000 11,566 11,000 2 0 4 0 4 0
and Monitor Program
Housing Counseling Assistance 19,956 20,000 22,000 0 69 0 70 0 70
Ginnie Mae 4,681 4,692 5,381 33 0 34 0 34 0
Total 5,568,650 6,222,212 5,799,565| 303 1,499 336 1,524 336 1,524

' The amount of Budget Authority for Community Development Block Grants Fund is significantly higher
in FY 2002 because it includes a share of the supplemental funding of $2 billion for New York.

2 Resources for the Housing Certificate Fund include budget authority and staff from both the Office of
Public and Indian Housing and the Office of Housing.
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Objective 2.1: Expand national homeownership opportunities.

Overview

Through homeownership, an individual or family makes an investment in the future. A
home is an asset that can grow in value and provide capital to finance future needs of a
family, such as college for children or retirement. Homeownership helps stabilize
neighborhoods, strengthen communities, and stimulate economic growth. From the early
days of the Federal Housing Administration in the 1930s to the present, Congress and the
President have repeatedly charged HUD with opening doors to homeownership for more
Americans.

The national homeownership rate reached a record high rate of 68.1 percent in the third
quarter of 2001. This was up 0.4 percentage point from the third quarter of the previous
year. There are now nearly 72.8 million families and individuals who own their own
homes, the largest population in history.

In contrast, the homeownership rate for families with incomes less than median family
income, the homeownership rate was just 52.6 percent, compared to 82.2 percent for
families with incomes greater than or equal to median family income. HUD is committed
to helping more low-income families attain homeownership.

Means and strategies

HUD brings a wide variety of tools to bear on the objective of increasing
homeownership. The overall strategy is to carefully apply public-sector dollars, whether
through mortgage insurance, grants, loans, or direct subsidies, to leverage the private
market to make it easier for low- and moderate-income Americans to buy and keep their
own homes.

FHA’s Mutual Mortgage Insurance (MMI) Fund insured new mortgages for 806,956
households, including 643,748 first-time homebuyers, in FY 2001. FHA also provided
mortgage insurance for 1,479 manufactured homes or sites, under Title I, through the
General Insurance fund.

Ginnie Mae helps reduce mortgage interest rates by guaranteeing securities backed by
pools of mortgages. These Mortgage-Backed Securities are issued by Ginnie Mae-
approved private institutions. The mortgages are insured by FHA or the Rural Housing
Service, or are guaranteed by the Department of Veterans Affairs. Ginnie Mae’s guaranty
assures investors of timely payments of scheduled principal and interest due on the
pooled mortgages that back their securities. The payments also include any prepayments
and early recoveries of principal on the pooled mortgages. These payments are
guaranteed even if borrowers or issuers default on their obligation.

In FY 2003, continued funding for HUD’s core homeownership programs will work
together with a number of new or expanded initiatives designed to improve
homeownership rates, especially among minority and low-income families and in central
cities. These efforts include:
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® The American Dream Downpayment Fund, which will provide $200 million—a four-
fold increase—within the HOME program to leverage downpayment and other
assistance provided by third parties for first-time homebuyers. The Downpayment
Assistance Program is a Presidential initiative. Total HOME funding is significantly
increased by $238 million compared with the FY 2002 funding level.

e Expanded use of Section 8 vouchers for homeownership. Low-income voucher-
holders will have the option of using up to one year’s worth of Section 8 assistance
for a downpayment on a home or using the voucher to subsidize ongoing
homeownership costs.

e A tax credit for developers of affordable single-family housing, which will stimulate
the construction and rehabilitation of thousands of single-family homes in low-
income areas for purchase by low-income families.

e Expanded funding for the Self-Help Opportunities Program (SHOP), which supports
self-help programs using the “sweat equity” concept, such as Habitat for Humanity.
For FY 2003, the request for SHOP funding is tripled from $20 million to $65
million.

e Expanded funding for Housing Counseling. To help minority and other underserved
groups move into homeownership, HUD will expand funding for Housing Counseling
from $20 million to $35 million. These funds will be used to help educate
prospective homebuyers on how to shop for a mortgage, build good credit and meet
their new responsibilities as homeowners. Recent research by Freddie Mac
demonstrates that housing counseling can be effective in reducing the delinquencies
that lead to defaults. The study finds that borrowers who receive pre-purchase
homeownership counseling are, on average, 19 percent less likely to become 90-day
delinquent on their mortgages than borrowers with equivalent observable
characteristics who do not undergo counseling.

In addition to these initiatives, HUD plans to continue its existing efforts to increase
homeownership through programs and policies that:

® Increase the share of first-time homebuyers assisted through FHA programs by
working more closely with private housing and housing finance partners.

e Reduce homebuying risk for prospective home owners by improving the quality of
FHA appraisals.

® Maintain liquidity in the market for mortgage credit. The liquidity created by Ginnie
Mae as well as by Freddie Mac and Fannie Mae, the two housing GSEs that HUD
regulates, assures that mortgage funds are available for home loans at the lowest rates
possible across the nation. HUD sets regulatory goals for the GSEs to expand
opportunities for low- and moderate-income homebuyers and homebuyers living in
underserved areas.

® Encourage homeownership in lower income neighborhoods through initiatives such
as Ginnie Mae’s on-going Targeted Lending Initiative, which reduces the
securitization fee paid by lenders to Ginnie Mae for loans in targeted low-income
areas.
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e Continue to support low-income homeownership activities, including rehabilitation
and downpayment assistance, through the HOME program.

e Work with partners in the mortgage lending industry to reduce predatory lending.
FHA is sharing the Neighborhood Watch/Early Warning system with lenders so that
they, as well as FHA staff, can monitor mortgage default rates.

e Encourage public housing agencies to include homeownership opportunities under
HOPE VI public housing revitalization grants.

® When grantees and participating jurisdictions choose to use CDBG funds for
homeownership, provide technical assistance to encourage good program design and
targeting to those who would otherwise be unable to become homeowners.

External factors

National and regional economic conditions have a strong impact on the homeownership
rate and on several performance measures related to HUD homeownership programs.
For example, higher interest rates can reduce the number of first-time homebuyers. The
National Association of Home Builders has estimated that an increase in the mortgage
interest rate of 0.5 percentage points would make a $150,000 home affordable to 1.9
million fewer potential homebuyers. This volatility affects performance indicators such
as the number of FHA mortgage endorsements. Similarly, if the economy weakens and
unemployment rises, FHA may experience a higher-than-expected loan default rate.

The homeownership rate is also affected by the actions of many private and public
players. State and local grantees under the CDBG program have discretion about
whether to use funds for homeownership, rental housing, or other community
development activities. Programs of other Federal agencies, particularly the Departments
of Agriculture and Veterans Affairs, and choices made by State and local governments,
such as use of authority for State mortgage revenue bonds, also influence the success of
homeownership objectives.

In light of the considerable uncertainty surrounding future economic conditions and the
dominant effect of economic and other external factors on homeownership rates, a
number of measures of homeownership have been moved from performance measures to
tracking indicators.

Coordination with other Federal agencies

® On an ongoing basis, Ginnie Mae guarantees Mortgage-Backed Securities backed by
pools of mortgages that are insured by the Federal Housing Administration, the
Department of Agriculture’s Rural Housing Service or guaranteed by the
Department of Veterans Affairs.

e HUD works cooperatively with five other regulatory agencies that are required to
collect data under the Home Mortgage Disclosure Act (HMDA). These agencies
include the Office of Thrift Supervision, the Comptroller of the Currency (OCC),
the Federal Reserve, the Federal Deposit Insurance Corporation and the National
Credit Union Administration. The Federal Financial Institutions Examination
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Council (FFIEC) is the governing board that is responsible for collecting and
disseminating this information. HMDA data show how mortgage credit is provided
across the country and are invaluable in assessing disparities in lending practices
among mortgage lenders that affect underserved groups. HUD collects data on all
FHA lenders that are not regulated by other government agencies and all other
unregulated lenders. HUD works closely with FFIEC and other agencies on quality
control and on joint research—for example, on a data and policy analysis project with
the OCC on mortgage denial rates.

Performance goals

The following crosswalk summarizes the performance indicators, including measures of
outcomes and program outputs, that will be used to gauge performance during FY 2003.
A detailed discussion of each indicator follows the crosswalk.
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FY 2003 Performance Goals

Objective 2.1: Expand nati